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support the +9.3% AIY trend factor used by State Farm on the version of HO
Exhibit 9 submitted 2/5/25.

e State Farm’s revised catastrophe adjustment factors, along with its original excessive
selected trends and development factors, result in inflated rate indications in all three
filings.

6. In accordance with the statements above, it is my position that a proper rate

indication cannot be performed using the inconsistent data submitted to date by State Farm.

With that in mind, shortly after receiving the limited data provided with State Farm’s interim rate
request, I prepared preliminary rate indications that attempted to initially address, within the
severe 48-hour time constraints imposed by CDI, many of the issues noted above. These rate

indications do not reflect Consumer Watchdog’s position regarding the appropriate maximum

and minimum permitted earned premium indications, which will be determined through a

hearing once State Farm updates its data to reflect a consistent time period. but are provided only

to show that State Farm’s proposed “emergency interim” rate requests are excessive. The

following corrections to the State Farm calculations were reflected in that analysis:

o Ireverted to the CAT/AIY weighting schemes used by State Farm in their original

filings, to avoid placing an excessive amount of weight on the partial 2025 year.

o In the cat load calculation, I used a Projected Annual AIY trend derived from the AI'Y

data provided on Exhibit 9, page 2.

e [ selected trend and development factors that are more actuarially sound and result in a

more reasonable rate indication.

Based on my preliminary review of the 2/5/25 Rate Templates along with all other data
and information provided to date, my analysis indicated the maximum permitted rate indications
under the regulations without any solvency variance 6 (which has not been justified) are -0.1% for
homeowners, +8.1% for renters and condo, and +30.6% for rental dwelling. (See Exhibit B hereto
[Consumer Watchdog 2/7/25 Rate Templates].) Even considering State Farm’s Homeowners and

Renters/Condo Rate Templates as they were submitted on 2/5/25, the company’s current rates are

not “plainly invalid”, and thus State Farm is not eligible for interim rate relief. In order to
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demonstrate plainly inadequate rates, an insurer’s minimum rate change within the Prior Approval

Rate Template must be greater than 0.0%. And yet the minimum rate change shown in State
Farm’s interim Homeowners Rate Template is a decrease of 11.5%, for Renters it is a decrease of
15.3%, and for Condo it is a decrease of 12.8%. (See Exhibit A [Non-Tenant Homeowners Rate
Template, p. 7.1; Renters Rate Template, p. 7.1; Condominium Unitowners Rate Template,
p-7.2].)

7. State Farm General (“SFG”) has repeatedly claimed that the reinsurance contracts
it has with its parent company, State Farm Mutual, “significantly benefitted” California
policyholders. Data provided by State Farm as presented by Consumer Watchdog in our
February 26 memo and the graph below refute the company’s argument. In fact, in each of the
ten years from 2015-2024, reinsurance was disadvantageous to SFG but beneficial to its parent
company, from whom SFG purchases the vast majority of its reinsurance coverage. Between
2015 and 2024, over 80% of SFG’s reinsurance premiums were paid to affiliates, with 85% of
that amount going directly to the parent!. As a result, the parent has consistently profited from its

reinsurance agreements with SFG, while SFG’s surplus has steadily declined.

I Source: Schedule F, Part 3 from State Farm General’s 2015-2024 Annual Statements.
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State Farm General: Reinsurance Premiums and Losses (SM)

Millions of Dollars
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Ceded Premiums Earned, Ceded Loss and Loss Expenses Incurred from 2024 Sch. P Part 1 (all lines of business in total)

It’s particularly notable that this time frame includes the severe wildfire years 2017 and 2018, for
which all other major homeowners insurers in California received substantial net recoveries from
reinsurance, while SFG reported net losses on reinsurance transactions. Moreover, at the
February 26 conference in Oakland between Commissioner Lara, representatives from SFG, and
Consumer Watchdog (at which I was in attendance), State Farm acknowledged in response to a
question from Consumer Watchdog that the entirety of the $5 billion “significant benefit” to SFG
as a result of its reinsurance program with State Farm Mutual is from expected recoveries on one
single event—the 2025 Los Angeles wildfires. It is actuarially unsound to base an argument for

the robustness of a reinsurance program—or any analysis, for that matter—on a single data point.

DATED: March 24, 2025

Benjamin A. At{f’nstrong
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